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INTRODUCTION  AND  SUMMARY 


One  year  after  the  introduction  of  the  Anti-Inflation  Program 
there  are  solid  signs  of  abatement  in  Canada's  inflationary  crisis. 
The  spiralling  price  escalation  under  which  the  economy  suffered 
for  several  years  has  slowed  substantially.  While  there  is  a  way 
to  go  yet,  the  moderation  in  underlying  inflation  pressures  is 
encouraging. 

From  the  outset,  Ontario  has  cooperated  fully  with  the 
federal  program.  Priority  was  placed  on  coordinated  national  action 
to  deal  with  a  national  problem. 

The  Province  moved  quickly  to  ensure  the  success  of  this 
action  in  Ontario.  By  agreement  with  the  federal  government,  the 
Ontario  public  sector  was  brought  under  the  same  guidelines  and 
administration  as  applied  to  the  private  sector  of  the  economy. 
Ontario  established  its  rent  review  process  in  a  manner  which  was 
compatible  with  the  federal  anti-inflation  initiatives.  In  addition, 
the  Province  moved  to  strengthen  its  own  fiscal  restraint  program 
and  contain  the  level  of  provincial  spending. 

The  federal  strategy  for  bringing  inflation  under  control 
involved  moderate  economic  growth  and  monetary  expansion,  accompanied 
by  public  fiscal  restraint  and  a  prices  and  incomes  policy.  At  this 
stage  it  is  appropriate  to  analyze  the  performance  and  the  operation 
of  the  program  in  Ontario. 
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The  Economy 


The  Anti-Inflation  Program  must  be  seen  in  the  context  of 
economic  growth  which,  despite  restraints,  has  been  encouraging. 
Growth  in  final  demand  in  Canada  has  been  relatively  strong  since 
the  beginning  of  the  year  and  has  been  relatively  broadly  based. 
Real  output  in  the  first  six  months  of  this  year  in  Canada  was  up 
at  a  5.6  per  cent  annual  rate.  Moreover,  while  labour  markets  have 
been  less  buoyant  than  hoped  for  in  the  past  year,  over  145,000  new 
jobs  have  been  created  in  Canada. 


Monetarv  Restraint 

—  —  - 


While  general  monetary  restraint  has  been  a  feature  of  the 
program,  some  flexibility  may  be  required  to  stimulate  certain  sectors. 
High  interest  rates  have  been  one  factor  in  the  particularly  sluggish 
investment  performance  in  Canada's  manufacturing  industries.  This 
has  had  a  disconcerting  effect  on  overall  productivitv,  and  on  the 
outlook  for  creating  new  employment  and  preventing  bottlenecks  in 
the  future.  Monetary  restraint  has  also  kept  the  value  of  Canada's 
dollar  high  and  led  to  some  deterioration  in  the  competitive  position 
of  our  manufacturers  abroad. 


Public  Spending  Restraint 


Public  spending  restraint  remains  a  key  aspect  of  the  total 
Anti-Inflation  Program.  Ontario's  own  commitment  to  expenditure 
control  and  limiting  cash  requirements  was  documented  in  the  1976 
Budget  last  April.  The  Province  remains  on  target,  and  no  net 
public  borrowing  will  be  required  in  this  fiscal  year.  Civil  service 
complement  in  Ontario  has  been  reduced  by  more  than  4,200  positions 
from  the  1974  level. 


At  the  federal  level,  Ottawa  has  indicated  its  intention 
to  limit  public  service  employment  growth  in  fiscal  1976-77  to 
1  per  cent.  The  Government  will  undertake  a  general  review  of 
a  number  of  its  own  activities.  Overall,  however,  federal  spending 
continues  to  grow  at  a  relatively  high  rate. 


Prices  and  Profits 


Consumer  price  increases  have  fallen  to  well  within  the 
first  year  Anti-Inflation  Program  target  at  6.2  per  cent.  Falling 
food  prices,  however,  have  been  the  major  factor,  with  still  only 
a  modest  improvement  in  the  performance  of  other  major  components. 
Energy  cost  increases  reflected  in  the  transportation  and  housing 
indices  is  a  major  factor.  At  the  wholesale  level,  the  performance 
is  similarly  encouraging  but  again  the  data  indicate  that  there  is 
a  way  to  go  yet  in  broadening  the  moderation . 
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The  Ontario  rent  review  process  has  had  some  effect  in 
moderating  excessive  rent  increases  and  overall  the  slowdown  in 
rent  increases  in  Toronto  and  Hamilton  has  been  encouraging. 

Profits  in  the  Canadian  economy  have  not  performed  well 
in  the  controls  period  with  only  a  modest  improvement  in  overall 
"operating"  results.  As  a  share  of  total  GNP ,  pre-tax  corporation 
profits  have  declined. 


Incomes 


The  share  of  wages  and  salaries  in  the  nation's  output  have 
risen  through  the  first  year  of  controls  to  a  record  level.  Despite 
a  moderation  in  wage  gains ,  with  the  sharp  decline  in  inflation 
rates,  real  wages  were  rising  at  a  rate  more  than  twice  that  experienced 
in  the  year  leading  up  to  controls . 


Average  wage  settlements  in  Canada  were  off  sharply  in  the 
third  quarter  of  1976.  Second  quarter  data  for  Ontario  indicates 
a  similar  trend.  Public  sector  wage  gains  in  Ontario  have  been 
brought  more  in  line  with  advances  in  other  sectors. 
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PRICES  AND  PROFITS 


Consumer  Prices 


Inflation  in  Canada,  as  measured  by  the  Consumer  Price  Index, 
moderated  significantly  in  the  first  year  of  the  Anti-Inflation 
Program.  The  all  item  index  registered  a  6.2  per  cent  annual  rate 
of  increase  which  was  well  within  the  first  year  target  of  8  per 
cent  growth.  While  this  resulted  primarily  from  a  decline  in  food 
prices,  which  are  to  a  certain  extent  exempt  from  controls,  there 
has  been  a  moderation  in  the  inflation  rate  for  most  other  items. 
Persistently  high  rates  of  price  increase  remain  in  the  housing 
and  transportation  components,  reflecting  higher  oil  and  gas  prices 
and  local  taxes  across  Canada. 


CANADIAN  CONSUMER  PRICE  1 

PRE  AND  POST  AIB 

MOVEMENTS , 

Table  1 

Percentage 

Change 

October  75/74 

October  76/75 

All  Items 

10.6 

6.2 

All  Items  Excluding  Food 

10.2 

9.1 

Food 

12.6 

-0.9 

Housing 

10.4 

11.1 

Clothing 

4.4 

6.2 

Transportation 

13.2 

9.5 

Health  and  Personal  Care 

11.4 

7.2 

Recreation,  Education 

and  Reading 

8.8 

5.0 

Tobacco  and  Alcohol 

11.1 

7.4 

Source:  Statistics  Canada. 
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Price  movements  in  selected  Ontario  cities  have  been  similar 
to  those  indicated  by  the  national  index  with  some  regional  variation. 


CONSUMER 

ONTARIO 

.  PRICE  MOVEMENTS, 

REGIONAL  CITIES 

Table  2 

All  Items 

Index 

Percentage 

Change 

October  75/74 

October  76/75 

Ottawa 

10.3 

6.2 

Toronto 

9.3 

6 . 5 

Thunder 

Bay  10 . 5 

7.6 

Source : 

Statistics  Canada. 

Wholesale  Prices 


Wholesale  price  inflation  has  dropped  substantially  since 
October  1975,  and  as  of  September  had  increased  at  an  annual  rats  of 
only  1.8  per  cent  since  last  October.  This  was  less  than  one-half 
the  increase  in  the  twelve  months  preceeding  controls.  Price 
escalation  has  moderated  in  most  commodity  groups,  with  prices 
actually  declining  in  the  two  food  sectors.  Price  movements  in 
some  non-food  categories  remain  at  relatively  high  levels,  however, 
and  in  the  case  of  textiles  and  non-ferrous  metals  represent  an 
acceleration  in  inflation  since  the  pre-controls  period.  Inter¬ 
national  price  movements  are  a  major  factor  in  the  performance  of 
wholesale  commodity  indices. 
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WHOLESALE  PRICE  MOVEMENTS,  PRE  AND  POST  AIB 

Table  3 

%  Change , 

Annual  Rates 

October  75/October  74 

September  76/October  75 

General  Wholesale  Index 

5.3 

00 

• 

rH 

Vegetable  Products 

00 

• 

o 

f — \ 

1 

-9.0 

Animal  Products 

15.1 

-3.7 

Textiles 

-  2.8 

9.9 

Wood 

16.0 

8.5 

Iron 

12.5 

7.0 

Non-Ferrous  Metals 

0.2 

2.8 

Non-Metallic  Minerals 

14.1 

9.9 

Chemical  Products 

10.2 

1.8 

Source:  Statistics  Canada. 

Rent 


While,  in  general,  average  rent  increases  across  the  province 
were  well  below  the  overall  inflation  rate,  individual  cases  of 
high  rent  increases,  particularly  in  large  urban  centres,  were  a 
feature  of  the  1974-75  inflation  spiral.  Accordingly,  as  one  of 
its  early  anti-inflation  measures,  Ontario  introduced  a  rent  review 
program  to  curb  unwarranted  increases  for  residential  rental 
accommodation.  Subsequently,  the  Federal  government  requested  the 
provinces  to  undertake  a  coordinated  approach  to  the  problem,  and 
Ontario  cooperated  in  this  endeavour. 

The  Ontario  revenue  review  program  established  a  guideline 
for  maximum  rent  increases  of  8  per  cent.  Increases  above  this 
level  were  allowed  if  they  could  be  justified  by  increased  costs 
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to  the  landlord.  In  addition,  tenants  faced  with  an  increase  within 
the  8  per  cent  limit,  could  apply  for  a  review  if  they  had  cause  to 
believe  the  increase  was  unjustified. 

As  of  September  10,  1976,  rent  review  officers  had  considered 
over  234,000  applications  from  landlords  for  a  hearing  involving 
rent  increases  beyond  the  8  per  cent  ceiling  and  about  12,000 
applications  from  tenants  dealing  with  increases  below  the  limit. 

More  than  7,500  hearings,  each  involving  several  applications,  have 
been  held.  The  average  rent  increase  sought  was  19  per  cent,  while 
the  average  granted  was  12  per  cent  to  allow  pass-through  of  costs. 

The  Rent  Review  Program  has  focused  attention  on  cases  of 
particularly  high  rent  increases.  However,  the  broader  picture, 
average  rent  increases  across  the  total  range  of  rental  accommodation , 
is  encouraging.  Applications  over  the  past  year  involving  a  rent 
increase  beyond  the  stipulated  maximum  permitted  increase  have 
represented  only  about  one-quarter  of  the  more  than  900,000  rental 
units  in  Ontario  subject  to  the  review  program.  Indices  of  rental 
costs  for  major  Ontario  cities  indicate  that  average  rent  increases 
have  moderated  in  the  first  six  months  of  1976.  Average  increases 
for  Toronto  and  Hamilton  were  approximately  3  percentage  points 
below  the  average  increases  over  the  same  period  in  1975. 
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PERCENTAGE  CHANGE  IN  ONTARIO 

CITY  RENT  INDEXES 

Table  4 

Annualized  Percentage  Chance 

City  6  Months 

Ending  July  1975 

6  Months  Ending 

July  1976 

Ottawa 

3.5 

3.8 

Toronto 

6.5 

3.5 

Hamilton 

5.5 

2.8 

Windsor 

ro 

• 

H 

2.3 

Thunder  Bay 

5.5 

5.9 

Source:  Statistics  Canada. 

Profits 


Pre-tax  corporate  profits  have  declined  from  11.7  per  cent 
of  GNP  in  the  third  quarter  of  1975  to  10.3  per  cent  in  the  second 
quarter  of  1976,  in  part  reflecting  the  impact  of  AIB  controls. 

In  absolute  terms ,  pre-tax  profits  remain  at  the  same  level  as 
experienced  in  1974.  Operating  profits,  which  exclude  the  effect 
of  inventory  profits,  have  improved,  but  at  a  rate  somewhat  slower 


than  growth  in  the  economy  as  a  whole. 
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PRE-TAX  CORPORATE  PROFITS,*  CANADA 

Table  5 

1975:3 

1975:4 

1976:1 

1976:2 

Pre-Tax  Corporate 
Profits 
($  millions) 

19,232 

19,524 

13,760 

18,776 

Share  in  GNP 
(Per  Cent) 

11.7 

11.6 

10.6 

10.3 

"Operating  Profits 
from  Current 
Production"** 

($  millions) 

15,928 

17,116 

16,864 

16,928 

Share  in  GNP 
(Per  Cent) 

9.7 

10.1 

9.5 

9.3 

♦Seasonally  Adjusted 
♦♦Defined  as  pre-tax 

,  Annual  Rates . 
corporate  profits  with 

inventory 

■  valuation 

adjustment. 

Source:  Statistics  < 

lanada. 

A  moderate  profit  performance  and  high  borrowing  costs  have 
generally  discouraged  new  capital  investment.  In  real  terms, 
investment  expenditures  in  Canada's  manufacturing  sector  in  1976 
are  expected  to  decline  slightly  from  the  1975  level.  This  may 
reflect  AlP-related  uncertainties  surrounding  price  and  profit 
regulations  and  the  treatment  of  productivity  gains.  However, 
recent  changes  in  the  AIP  regulations  including  an  investment 
credit  may  help  to  improve  the  investment  climate. 
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Price  Restraint 


The  Anti-Inflation  Board  has  made  relatively  few  announcement 
regarding  rulings  in  price  increases.  Approximately  500  of  the 
largest  corporations  are  required  to  give  prior  notice  of  price 
increases  beyond  2  per  cent.  The  Board  reports  that  in  its  first 
year  of  operation,  it  received  about  1,000  references  for  increases. 
The  Board  has  indicated  that  the  average  price  increase  allowed  in 
January/February  1976  was  8.6  per  cent  and  by  September  1976,  the 
average  had  declined  to  5.2  per  cent. 

The  AIB  profit  margin  guidelines  require  that  excess  revenue 
(earnings  above  the  allowed  profit  margins)  must  be  eliminated  by 
reducing  prices  or  absorbing  cost  increases.  The  Board  recently 
published  a  list  of  96  companies  with  excess  revenues  totalling 
$8.3  million.  For  most  of  these  companies,  the  excess  revenue  was 
earned  in  the  first  compliance  period  covering,  in  most  cases,  the 
period  October  14  to  December  31,  1975.  Of  the  total  number  of 
companies,  60  had  excess  revenues  of  more  than  $10,000. 

\ 

Companies  which  have  earned  excess  revenue  have  undertaken 
to  distribute  these  to  consumers  in  the  form  of  lower  prices.  It 
is  believed  that  such  considerations  have  generally  moderated  price 
increases  by  other  suppliers.  For  example,  General  Motors  has 
indicated  that  excess  revenue  was  one  of  the  factors  involved  in 
its  decision  to  hold  the  line  in  Canada  on  auto  prices.  Other 


auto  makers  have  followed  the  lead. 
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Dividend  Restraint 


In  the  first  year  of  the  controls  program,  dividend  payments 
were  effectively  frozen  at  pre-AIB  levels.  The  Board  has  reviewed 
92  applications  for  dividend  increases.  The  proposed  aggregate 
increases  sought  totalled  $398  million,  and  the  Board  allowed  only 
$49  million  in  extra  dividend  payments.  In  the  second  compliance 
period,  dividend  payments  will  be  allowed  to  increase  by  8  per  cent. 

New  Regulations 


The  final  version  of  the  revised  price  and  profit  regulations 
was  released  in  September.  The  new  rules  reflect  a  shift  to  profit 
restraint  and  away  from  price  restraint,  but  the  application  of  the 
guidelines  has  been  simplified  and  there  are  more  explicit  incentives 
for  investment.  The  new  rules  proposed  that: 


.  the  new  regulations  will  not  take  effect  until  the 
third  compliance  period,  the  fiscal  year  beginning 
after  October  14,  1976; 

.  the  profit  margin  rule  for  suppliers  will  be  reduced 
to  85  per  cent  but  a  proposed  double  profit  margin 
test  has  been  replaced  by  a  single  net  margin  test 
applied  against  a  company's  overall  operations; 

.  rather  than  a  complex  productivity  credit,  there 
will  be  an  investment  credit  which  allows  firms  to 
deduct  50  per  cent  of  the  value  of  investments  from 
excess  profits  up  to  a  maximum  of  10  per  cent  of 
allowable  profits  (effectively  this  generates  a 
93.5  per  cent  profit  margin  rate  for  most  firms); 
and 

.  the  Anti-Inflation  Board's  discretionary  powers  to 
roll-back  price  increases  will  be  considerably  less 
than  originally  proposed. 


- - 
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INCOMES 

Wages  and  Salaries 

The  share  of  total  output  of  the  economy  earned  in  the 
form  of  wages  and  salaries  has  continued  to  rise  through  1976 
despite  wage  and  salary  guidelines.  The  share  of  Canadian  production 
accounted  for  by  labour  income  in  the  second  quarter  of  1976  stood 
at  a  record  56.6  per  cent,  up  slightly  from  the  pre-controls  period, 
and  in  total  was  up  nearly  16  per  cent  at  an  annual  rate  since 
the  third  quarter  of  1975. 


LABOUR  INCOME,  CANADA 

Table  6 

1975:3 

1975:4 

1976:1 

1976:2 

Labour  Income* 

($  millions) 

92,864 

94,728 

98,908 

103,516 

Share  in  GNP 
(Per  Cent) 

56.4 

56.1 

55.9 

56.6 

*Seasonally  Adjusted,  Annual 

Source:  Statistics  Canada. 

Rates  . 

Real  Incomes 


Similarly,  real  income  gains  for  the  average  Canadian  worker 
have  improved  under  the  Anti-Inflation  Program.  Average  weekly 
earnings,  discounting  for  inflation  using  the  consumer  price  index, 
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increased  at  an  annual  rate  of  5.2  per  cent  in  the  period  from 
October  1975  to  August  1976.  In  the  year  prior  to  October  1975, 
although  wage  gains  appeared  to  be  high,  inflation  held  the  annual 
rise  in  average  earnings  to  2.4  per  cent. 


GROWTH  IN  REAL  INCOME 

Table  7 

•  Annual 

Growth  Rate 

October  1975/74 

August  76/October  75 

Average  Weekly  Earnings 
Industrial  Composite 

13.3 

11.6 

Consumer  Price  Index 

10.6 

6.1 

Real  Earnings 

2.4 

5.2 

Source:  Statistics  Canada 

• 

Settlements 


In  the  third  quarter  of  1976,  the  national  average  annual 
increase  in  base  wage  rates  for  negotiated  settlements  was  9.7  per 
cent.  This  was  the  lowest  quarterly  rate  of  wage  increase  since 
the  end  of  1972,  and  nearly  half  the  rate  of  increase  at  the  peak 
in  mid-1975.  Industry  settlement  data,  on  a  provincial  basis,  is 
only  available  to  the  second  quarter  of  1976,  but  these  figures 
indicate  a  similar  trend.  The  average  settlement  for  all  industries 
in  Ontario  in  the  second  quarter,  12.2  per  cent,  was  the  smallest 
boost  in  nominal  terms  since  the  first  quarter  of  1975.  Wage 
increases  in  the  public  sector  are  moving  down  but  continue  to 
outstrip  increases  in  other  sectors. 
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There  has  been  a  significant  shift  to  shorter  contract 
periods  in  second  quarter  wage  settlements  and  the  proportion  of 
contracts  containing  COLA  clauses  has  declined. 


BASE  WAGE  RATES  SETTLEMENTS  IN 
ONTARIO ,  BY  INDUSTRY  (Per  Cent) 

Table  8 

1975  Quarters 

1976 

Quarters 

First 

Second 

Third 

Fourth 

First 

Second 

All  Industries 

14.9 

14.6 

12.9 

13.5 

14.3 

12.2 

Manuf  ac  tur ing 

13.6 

14.9 

11.2 

11.9 

11.4 

9.3 

Non-manufacturing 

15.3 

14.6 

13.0 

14.6 

15.8 

12.6 

-  Public  Sector 

14.9 

16.9 

14.3 

15.9 

16.1 

13.6 

Construction 

15.0 

14.5 

15.8 

16.5 

* 

14.2 

*No  construction  settlement  in  period. 
Source:  Ontario  Ministry  of  Labour. 


Ontario  school  teachers '  contracts  for  the  1975-76  term 
were  a  major  factor  in  the  high  level  of  public  sector  increases 
in  the  last  quarter  of  1975  and  the  first  quarter  of  1976.  The 
second  quarter  public  sector  figures  reflect  substantially  lower 
increases  in  1976-77  teacher  contracts  and  this  trend  should 
continue  in  the  third  and  fourth  quarters.  The  Ontario  School 
Trustees  Council  has  indicated  that  new  agreement  increases  range 
between  8  and  12  per  cent  in  contrast  with  the  25  to  30  per  cent 
range  in  the  1975-76  contract  year. 


, 
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Compensation  Restraint 


Income  guidelines  now  apply  to  an  estimated  5  million 
Canadian  workers.  In  the  first  year  of  the  program,  compensation 
plans  covering  seme  2.4  million  employees  were  submitted  to  the 
Anti-Inflation  Board.  Cases  covering  1.2  million  employees  contained 
increases  beyond  the  arithmetic  guidelines.  In  those  cases  on  which 
the  Board  has  ruled,  the  negotiated  increase  has  average  14.2  per 
cent,  and  the  Beard  has  reduced  these  increases  to  an  average  of 
11.2  per  cent.  Rulings  on  Ontario  settlements  in  excess  of  the 
guidelines  have  reflected  a  similar  pattern. 


ONTARIO  WAGE  SETTLEMENTS  RULED  ON  BY  AI3 
(To  end  of  August  1976) 


Settlement 

Contracts 

(#) 

Employees 
’  (#) 

Average  Increase 
Negotiated  Guideline 

(%) 

Approved 

Public  Sector 

374 

37,552 

15 . 7 

10.3 

12.2 

Private  Sector 

574 

38,465 

13.1 

10.5 

11.8 

Total 

943 

176,017 

14.4 

10.4 

12.0 

Source:  Anti- 

Inflation 

3card. 

The  AI3  refers  cases  to  the  Administrator  when  its  rulings 
are  contravened  or  when  any  party  affected  by  the  ruling  requests 
a  referral  to  the  Administrator .  During  the  first  eleven  months 
of  the  program,  the  Administrator  received  51  referees  of  AI3 
rulings.  All  the  referrals  dealt  with  compensation  cases  and  50 
were  made  at  the  request  of  at  lease  one  of  the  parties  to  the 


- 


. 


' 


16 


agreement.  The  Administrator  has  issued  orders  on  21  cases  and 
he  has  generally  adhered  to  a  strict  application  of  the  arithmetic 
guidelines.  As  a  result,  in  most  cases  he  has  further  reduced  the 
wage  increases  permitted  by  the  AIB. 

Twenty-four  Ontario  wage  agreements  have  been  referred 
to  the  Administrator  and  the  majority  involved  public  sector 
settlements.  The  following  figures  are  based  on  9  orders  issued 
regarding  Ontario  wage  agreements . 

Agreements  Average  Increase  (%) 


Negotiated  Increase 
AIB  Ruling 

Administrator's  Order 


19.0 

12.3 

10.9 


HG  Anti-inflation  program. 

229 
.  A582 


